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Personal Information 

• Married to FSO, Margot Carrington (PAO Tokyo) 

• 22 years with the Department of State 

• 16 years overseas 

• Two children 16 and 12 



Disclaimer 



• lama Certified Financial Planner. I am not an attorney or tax accountant. 
This presentation is for general education purposes only and is not 
intended to provide specific recommendations to any individual or group. 
No personal investment or tax advice is provided. Please seek professional 
advice when appropriate. All investing involves the risk of loss of principal 
and earnings. 
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Theme Of This Seminar: 
The Path To Financial Independence For Foreign 

Service Employees 

• Your financial destiny 

- Will you achieve financial independence? 

- Are you proactive in defining your financial destiny? 

• Foreign Service employees under FSPS = 

- FS pension + Social Security + TSP 

- FSPS was designed to provide financial independence 

- FSPS did not anticipate a number of economic and societal 
changes 
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Primary Goals For This Seminar 



1. Understand how to create a comprehensive, 
holistic financial plan using the FSPS benefits 
system as the focus 

2. Identify the major financial pitfalls common to 
Foreign Service employees 

3. Be aware of your unique financial opportunities 

4. Benchmark your financial situation against your 
peers as well as the ideal situation 

5. Understand how FSPS retirement income is 
supposed to work 
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Seminar Topics 



• Financial Challenges and Opportunities 

• Retirement 

- FSPSvs. FSRDS 

- Retirement income example 

• Thrift Savings Plan (TSP) 

• Investing 

• Insurance 

• Spousal Issues 

• Social Security 

• Home Buying 

• Education funding 

• Estate planning 

• Taxation 

• General Financial Planning 
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Financial Planning For The Foreign Affairs Community 

FINANCIAL CHALLENGES AND 
OPPORTUNITIES 
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Foreign Service Financial Realities 



Easy to become financially complacent because of relative wealth overseas: paid 
housing, and low per capita income in most local economies. 

- Even though you are overseas, your personal economy is US based. 

- Future/current home will likely be in the US 

- Future college tuition US based 

Frequent relocations can cause ineffective or passive management of personal 
finances. 

- Do not know how to access financial information 

- Lack of up to date financial summary 

- Put off decision to buy a home 

- Uncoordinated investment accounts 

- Piles of idle cash 

Temptation to avoid developing a "permanent housing solution". 

Spouse may not build Social Security earnings record or maintain employable 
skills. 

Very little disability insurance available means you need to build your own 
financial security, early. 
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Most Common Pitfalls for FS Employees 



• The Big Four 

- Improper TSP management 

- Delayed home purchase 

- Education funding - parental loans after age 50 

- Divorce - domino effect on finances 

• Incomplete understanding of the FSPS system 

- Why FSPS replaced FSRDS 

- How FSPS was designed to work 

- The increased risk to employees under FSPS 

• Uncoordinated investment plan 

- Multiple accounts that do not work together 
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Financial Stressors 



FS Specific 



Complicated benefits 
system + frequent 
relocations 

• Financial paralysis 
One income 

DC boom/bust cycles 
Uneven cash flow 
Education debt 

• New employees 




Living longer in 
retirement 

Retirement success 
shifted to the employee 
(FSPS) 

Higher healthcare costs 
Higher education costs 
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FS Financial Opportunities 



• Chance to save more 

- Reduced living expenses while overseas 

• Absentee homeowner 

- Unique opportunity. Don't dismiss this without serious consideration. 

• Secure pension v ^ 

- FS pension * - 

- 50/20 rule < ^ 

• "Retire" (separate from service and receive an immediate annuity) 

• Thrift Savings Plan (TSP) 

- Inexpensive 401(k) plan 

- Matching 

- High annual contribution limits 

• Allowances 

• Student Loan Repayment Program (SLRP) 
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ke the Opportunities Work for You 

m m US B fl SI 

r 
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Excellent Retirement Benefits 



Foreign Service Pension 



Retirement 
Benefits 




Social Security 





FEHB 



(Health Insurance) 
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Too Common FS Financial Lifecycle 



• Feeling confident about finances 

• Unaware of need to plan 

• Don't know how to start 
planning 

• Poor understanding of benefits 

• Underfunding TSP 

• Reluctant to buy a home 



Early Career 
Confident/Passive 



Mid-Career 
Curious/Confused 



• Vague college plan(s) in place 

• Buying 1st home 

• Wondering if on track for 
retirement 




• College cost more than planned 

• Home needs major repairs 

• Family "FS Fatigue" sets in 

• TIC pressure 

• "Will I be able to stay in long 
enough to fund my goals?" 



Late-Career 
Concerned 
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Preferred FS Financial Lifecycle 



• Maximize TSP contributions 

• Fully understand benefits 
system 

• Lifetime housing strategy in 
place 

• Well defined financial goals with 
a plan 



Early Career 
Proactive 



Mid -Career 
Confident 



• College funding on track 

• Home rented and well managed 

• Complete understanding of 
current financial situation 

• Long-term exit strategies agreed 
upon 



• No college debt 

• Mortgage paid off 

• TSP > $700k 

• The result is flexibility in 
choosing retirement date 



Late Career 
On Cruise Control 
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Financial Planning For The Foreign Affairs Community 

RETIREMENT PLANNING 
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Retirement 

The Grand Experiment 

We have not had a complete generation go through the 
work and retirement cycle, using self-managed 
investments as a significant part of retirement income. 



See Recommended Reading: 'The Old Normal is Scary Enough" 



FSRDS vs. FSPS 

Shift from Defined Benefit to Defined Contribution Plans 



"Old" Retirement System 

• Mostly Single Benefit System 

• Pension of 2% of High 3 Salary 

• No Social Security 

• Limited TSP 

• 40 Years of Service (common) 

• 80% of $150,000 = $ 120,000 




"New" Retirement System 

• Since 1984 

• 3 Benefit System: 

• FS Pension 

• Social Security 

• Thrift Savings Plan (TSP) 

• 40 Years of Service (uncommon) 

• 54% of $150,000 = $81,000 

• 25 Years of Service 

• 39% of $150,000 = $58,000* 1 

• Social Security = + $28,000 $ 120,000 

• Balance is TSP = $34,000 J 

*Less Health Insurance and 10% Survivor Option 
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While Employed: Benefit Accumulation Is 

Coordinated By Payroll 



Money goes into silos 



FS 
Pension 
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During Retirement: Resource Distribution Is Not 

Coordinated 



Silos Are Independent 



FS Pension 
FEHB 
(CAPD) 




Decisions, decisions! 
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FS Retirement Income (example) 



% of Income 




*Less Health Insurance Premium and 10% Survivor Option 
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Sources of Retirement Income 




Three Benefit System 



How Are Retirement Expenses Funded? 
"Automatic" Fixed Income Sources 

1. FSPS Pension 

2. Social Security 

"Constructed" Fixed Income: 
1. Pension Portfolio from TSP 




This will make or break most 
employees' retirement plans. 
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The Big Retirement Income Question 



Total 

retirement 
income 




How do you create this 
paycheck and make it last 
throughout retirement? 
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Income Portfolio, Pension Portfolio or 
Time Segmented Portfolio 




Cash for 1 year 
Bonds for 5 years 
Stocks for growth 



• Purpose is to provide steady cash flow 
5 years of stable income 

Growth stocks replenish bonds 

• With less than 4% withdrawal rate, portfolio should last throughout retirement 

• Primary reason for transferring the TSP to an IRA 

• See Recommended Reading: "Borzi: People Are Afraid To Invest../' 
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Best Resource for FS Retirement 

Information 



The Retirement Network 
of the U.S. Department of State 



2D2) Z6 1-H96D | (B66) Z24-9D53 | (2D2) 26 1-8988 (FAX) | HRSC@STATE.QDV 



RNet 

— www.rnet.state.gov 

Columbia Plaza 

- 6 th floor 



AskRNet 
(FAQ's) 

Comprehensive 



►welcome to RNet SEARg aAMSBMB i 



Retirement 
Information 

Retirement 

Planning 

Guides 

Forms 



This website provides information and guidance for retiring Foreign Service employees of the 
Departments of Commerce, Agriculture, the Agency for International Development, The 
Broadcasting Board of Governors and Peace Corps, as well as retirees and annuitants from all 
the Foreign Affairs agencies. For quick answers to frequently asked questions on retirement, 
try searching AskRnet. If you don't find the answer you are looking for, send your question to 
HRSC@state.gov . 



Reemployment 
After 

Retirement Foreign Service 

Active D uty Employees 

Divorce/ Form e. ' 11 — ' 

Spouse 
Benefits 



Career 

Achievement 

Awards 



Retirement 

Contact 

Information 

More 

Questions? 



Foreign Service employees of USAID, FCS, 
USDA-FAS and APHIS, IBB and Peace Corps 
should use the resources and forms available 
on this site to apply for retirement. Please 
consult your agency HR office for personal 
retirement counseling. 

All retiring employees of State Department 
(CS and FS) should use EBIS to apply for 
retirement [go to HR Portal on Open Net; 
click on EBIS on the left side of the screen]. 
If you have questions about EBIS, please e- 
mail: HRSC@state.gov 

Planning Your Re tirement 

• Retirement Planning Guides 

o FSRDS and FSRDS OFFSET 
o FSPS 

• Required Retirement Forms 

o FSRDS (and Offset) 
o FSPS 

• When to Apply for Retirement 
Career Transition C enter 

Register for courses on retirement at the 
Foreign Service Institute (FSI): 
http://fsi.state.gov/fsi/tc 



Foreign Service 
Retirees and An h u ita nts 

Click http://www.employeeexpress.gov 

to: 

• Access annuity statements 

• Change your address 

• Retrieve your 1099R 

• Adjust financial arrangements 



Instructions for Annuitants to Access 
Employee Express 

Click HRSC@state.gov or call 1-866-300- 
7419 (toll free); or 1-843-308-5539 (outside 
the U.S.) to report: 
Death of an annuitant or spouse 

Click here: Changes in Marital Status 
after Retirement to report a marriage, 
remarriage, divorce. 

Civil Service Annuit ants 

Civil Service annuitants are supported by the 
Office of Personnel Management, OPM. . 

Please contact RETIRE@QPM.gov OR, go to 
www.servicesonline.opm.gov to access 
your annuity statements. 



WAE Program Update 
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Foreign Service 
hired after 1984 




Ret Sys Retirement Plan 


c 


FICA & CIVIL SERVICE 


D 


CSRS OFFSET-CONGRESS 


E 


FICA/CIVIL SERV SPEC 


G 


FICA/FOREIGN SERVICE 


1 


FERS (CONGRESSIONAL) 


IR 


FERS (CONGRESSIONAL) 


J 


FICA & OTHER FED RET 


K 


FERS AND FICA 


KR 


FERS (RAE) 


L 


FERS AND FICA AIR TC 


LR 


FERS (RAE) ATC 


M 


FERS AND FICA SPECIAL 


MR 


FERS (RAE) SPECIAL 


N 


FERS/FICA RESERVE TECH 


NR 


FERS (RAE) RT 


0 


FERS AND FICA SPECIAL 


OR 


FERS (RAE) CBPO 


P 


FSPS AND FICA 


PR 


FSPS (RAE) 


Q 


FICA/CIVIL SERV SPEC 


R 


FICA/CIVIL SERVICE(7%) 


T 


FICA/CS SPEC (7 1/2 %) 


W 


FICA&FS FULL RATE 


X 


FICA/OTHER FULL RATE 


Y 


DC RETIRE (OFFSET) 


Z 


DC RETIREMENT PLAN 


0 


CS (7 1/2 PL 110-161) 


1 


CS 


2 


FICA 


3 


FS 


4 


NONE 


5 


OTHER 


6 


CS(7 1/2 PL 93-350) 


7 


CSRS (CONGRESSIONAL) 


8 


CVAJRS© 1% 


9 


CVA JRS @ 1% PLUS SPOUSE @ 3.5% 
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Financial Planning For The Foreign Affairs Community 

EXAMPLE: 

RETIREMENT INCOME PLANNING 
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Step la: Summary of Goals 



Jason and Karen Baker 



Needs 



10 



Retirement - Living Expense 




Jason 
Karen 

Both Retired (2021-2046) 
| Karen Alone Retired (2047-2051) 



65/2021 
62/2021 
$120,000 
$100,000 




Base Inflation Rate (3.50%) 



Personal Information 



Jason 



Male - born 01/06/1956, age 58 
Employed - $150,000 



Karen 



$120,000 after-tax =~ $160,000 pre-tax 



Female - born 01/09/1959, age 55 
Not Currently Employed 
Married, US Citizens living in FL 

• This section lists the Personal and Financial Goal information you provided, which will 
be used to create your Report. It is important that it is accurate and complete. 
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Step lb: How much income will you need? 



Quick Estimate of Expenses 

• Assume You Will Need 80% 
of Pre-Retirement Gross 
Income 

• Pre-tax amount 



Detailed Method 

• Estimate Annual Expenses 

- Food 

- Clothing 

- Shelter (Rent, Mortgage, 
Utilities, Taxes, Insurance) 

- Healthcare (Include Premiums 
for Insurance, Medicare, LTCi) 

- Entertainment 

- Travel 

• After-tax amount 



Retirement income example 
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PERSONAL DATA 


As of Pay Period Ending 




Employee Name 


Date of Birth 


Retirement System 




FSPS 


Service Computation Date 




/1999 


LEO Service Computation Date 




N/A 


Congressional Service Computation Date 


Tour-of-Duty 




80 Hrs. 


Annual Basic Pay 




$90,696.00 


Annual Leave Balance 




Hrs. 



Sick Leave Balance Hrs. 



Retirement System indicates whether you are covered by the Foreign Service Retirement & Disability System (FSRDS), the 
FSRDS Offset plan, or the Foreign Service Pension System (FSPS). 

Service Computation Date includes all creditable civilian and military service, unless otherwise noted. 

LEO Service Computation Date is the date used to determine your length of service as a Law Enforcement Officer. 

Congressional Service Computation Date is the date used to determine your length of service as a Congressional employee. 

Tour-of-Duty is your regularly scheduled tour-of-duty with 80 hours indicating full-time status. 

Annual Basic Pay includes locality pay a nd, if applicable, administratively uncontrolled overtime (AUO). 

Unhealthful Post Service is extra service credits for unhealthful post service performed under FSRDS before February 16, 
1990. 



Retirement income example 
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Step 2a : Locate your 
financial information 



Employee Benefits 
Information System 
(EBIS) 

Location: HR Portal on Open Net 
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Step 2a : Continued 



EMPLOYEE 
BENEFITS 
INFORMATION 
SYSTEM 

GO 


Benefits Estimate Report 




VOLUNTARY RETIREMENT ANNUITY 




Report Date: 


Unreduced Monthly Annuity 




<K A RAH 1 ^ 


Early Retirement Age Reduction 
Survivor Benefit Reduction 




$0.00 

464.01 


Gross Monthly Annuity 




$4,176.00 


Health Insurance Premium 
Life Insurance Premium 
Federal Tax Withholding 




$217.24 
0.00 
351.00 


Net Monthly Annuity 




$ 3,607.76 


FSPS Annuity Supplement 
Monthly Survivor Annuity Elected 




$ 949.00 
$ 2,320.00 


CREDITABLE SERVICE 




TOTAL SERVICE INCLUDES 





Yrs 


Mos 


Days 




Yrs 


Mos 


Days 


FSRDS Service Credit 


0 


0 


0 


Total Military Service 


0 


0 


0 


FSRDS Sick Leave Credit 


0 


0 


0 


LEO Service 


0 


0 


0 


FSPS Service Credit 








Congressional Service 


0 


0 


0 


FSPS Sick Leave Credit 


0 






Unhealthful Post Service 


%% 


%% 


%% 



Total Service Credit 

Date of Birth 
Date of Retirement 
Date of Separation 
Retirement SCD 
LEO SCD 

Congressional SCD 
High-3 Average Salary 
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ESTIMATE BASIS 

Retirement System 
Appointment Type 

N/A Age at Retirement 

Survivor Benefit Base Elected 

N/A Tax Status 

N/A FSRDS Sick Leave Hours 
148,815.00 FSPS Sick Leave Hours 



FSPS 
Regular 

100% 



Retirement income example 



NOTES 

BENEFIT AMOUNTS SHOWN IN THIS REPORT ARE ESTIMATES AND NOT INTENDED TO REPRESENT ACTUAL 
AMOUNTS. THE DEPARTMENT OF STATE HAS SOLE AUTHORITY AND RESPONSIBILITY FOR ADJUDICATING 
RETIREMENT CLAIMS. 

This Estimate Report assumes you have had no part-time service and you have no outstanding deposits for 
any periods of creditable Federal civilian service during which retirement contributions were not withheld or 
for active duty military service and that you have not received a refund of prior FSRDS retirement 
contributions for which you have NOT made a redeposit. 
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What is your FSPS 
Pension take home? 
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Step 2b 




Extra 
Income 





Department of State 
Earnings and Leave Statement 



Name 



Pay Plan/Grade/Step 

FP 03 07 



Home/W2 Address 



For Pay Period Ending 



Pay Period # 



Annual Salary 

$ 91,010.00 



Net Pay 

$ 870.49 



Pay Date 



Hourly Rate 

$ 43.61 



TSP Address 



Basic Information 

ABA/Bank Routing Number 
Organization Code 
Organization Name 
FEGLI Code 



Service Comp Date 
Hire Date 
Post Diff % 
Z5 FEHBA Code 



Agency 
FLSA Class 
20 I TSP% 
402 Retirement Code 




Your Pay Consists of 


Current 


YTD 


Gross 


4,186.56 


125,804.77 


Total Deductions 


3,316.07 


68,753.07 


Net Pay 


870.49 


57,051.70 



Tax Information 



Federal 
State 



Marital Exemptions Additional Current YTD 

Status Withholding Wages Wages 

4 0.00 

0 0.00 



Type 

Regular 

Post Differential 
Post Allowance 
Separation Allowance 
Advance Pay 
Cash Award - Regular 



EARNINGS 

Rate 



Adjusted AD J Hours 



Hours 

80.00 
80.00 
0.00 
0.00 
0.00 
0.00 



Current 

3,488.80 
697.76 
0.00 
0.00 
0.00 
0.00 



YTD 

90,200.80 
15,686.75 
2,051.70 
4,442.76 
12,422.76 
1,000.00 



DEDUCTIONS 



Type 

FSPS Retirement 
OASDI or Social Security 
Basic Life Insurance 
Thrift Savings Plan (TSP) 
Savings Allotment 
Immediate Benefits Plan 
Health Benefits - Pretax 



Misc Adjusted Current YTD Type 

47.10 1,217.75 Federal Tax 

169.75 4,331.10 Medicare 

14.10 364.35 FEGLI - Optional 

348.88 9,020.08 Union Dues 

1 ,200.00 28,800.00 Advance Pay - Deduction 

2.00 52.00 Vision 

141.85 3,687.56 



Misc Adjusted Current YTD 

603.68 11,173.22 

58.60 1,495.22 

25.70 649.65 

11.25 292.25 

690.16 7,591.76 

3.00 78.13 



Type 

FEGLI 

Medicare 
TSP Basic 
FSPS Retirement 



BENEFITS PAID BY GOVT 

Current YTD Type 

7.05 182.20 FEHB 

58.60 1,495.22 OASDI 

34.89 902.04 TSP Matching 

705.44 18,238.68 




6,393.58 
3,608.00 



Type 

Annual 
Sick 
Comp 
Home 



Begin 
Ballv 
Current 





Begin 












Ballv 


Earned 


Earned 


Used 


Used 


Ending 


Yr 


Current 


YTD 


Current 


YTD 


Adv Bal 


236.50 


4.00 


100.00 


0.00 


286.50 


50.00 


4.00 


4.00 


100.00 


0.00 


49.00 


55.00 




0.00 




0.00 




0.25 


27.00 


1.00 


9.00 


0.00 


25.00 


11.00 



Annual Leave 

Category: 



Carrington Financial FNbwrCagyLQCer: 360.00 



Use or Lose Balance: 0.00 
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Step 2c 




Thrift Savings Plan 



Here's how the value of your TSP account 
has changed. 

Value on October 1, 2013 $456,277.29 



Contributions and Additions 


$6,102.88 


Withdrawals and Deductions 


$0.00 


Investment Gain (or Loss) 


$25,343.67 



Value on December 31 , 201 3 $487,723.84 



Your vested account balance is $487,723.84 



Need to rebalance Your account balance distribution 



This what you have 




G Fund 39% 



L Income 0% I Fund 17% 



Your investment allocation for future contributions 

L 2050 0% | G Fund 33% 



This what you want 




| L 2030 0% | C Fund 35% 

■ L 2020 0% ■ S Fund 15% 

■ L Income 0% I Fund 17% 

Retirement income example " ' Carrington Financial Planning, LLC 



Your Quarterly 
Statement 

for the period 




Account Number: 



Date of Birth: ■ 

Retirement Coverage: FSPS 

Employment Status: Active 

Service Required for Vesting: 3 years 



A Message for You 

Great news! Now you can easily 
access your TSP account through 
your Android, iPhone, or similar 
smartphone by visiting the TSP's 
website (tsp.gov). You do not need 
to download an app to use this 
great feature. Just go to My 
Account from your smartphone and 
you will be directed to a mobile 
version, where you can view your 
account balance, transaction 
history, and perform contribution 
allocations and interfund transfers. 
Want to visit the non-mobile site? 
Just select the "Full Site" button on 
the top right of the screen. 



Your Personal Rate of Return 
Last 12 Months 



Questions? tsp.gov 

ThriftLine: 1-TSP-YOU-FRST 

1-877-968-3778 
Outside U.S. and Canada: 404-233-4400 
TDD: 1-TSP-THRIFT5 
1-877-847-4385 
YouTube.com/TSP4gov 

To correct personal or contribution 
information, contact your agency. 



Step 2d 

Social Security Statement 



Your Estimated Benefits 

^Retirement You have earned enough credits to qualify for benefits. At your current earnings rate, if you continue 



working until... 

your full retirement age (67 years), your payment would be about $ 2,609 a month 

age 70, your payment would be about $ 3,293 a month 

age 62, your payment would be about $ 1,742 a month 

^Disability You have earned enough credits to qualify for benefits. If you became disabled right now 

your payment would be about $ 2,144 a month 

*Family If you get retirement or disability benefits, your spouse and children also may qualify for benefits. 

^Survivors You have earned enough credits for your family to receive survivors benefits. If you die this year, 
certain members of your family may qualify for the following benefits: 

Your child $ 1,703 a month 

Your spouse who is caring for your child $ 1,703 a month 

Your spouse, if benefits start at full retirement age $ 2,271 a month 

Total family benefits cannot be more than $ 3,976 a month 

Your spouse or minor child may be eligible for a special one-time death benefit of $255. 
Medicare You have enough credits to qualify for Medicare at age 65 . Even if you do not retire at age 65 , be 

sure to contact Social Security three months before your 65th birthday to enroll in Medicare. 



* Your estimated benefits are based on current law. Congress has made changes to the law in the past and 
can do so at any time. The law governing benefit amounts may change because, by 2033, the payroll taxes 
collected will be enough to pay only about 77 percent of scheduled benefits. 

We based your benefit estimates on these facts: 

Your date of birth (please verify your name on page 1 and this date of birth) 

Your estimated taxable earnings per year after 2014 $1 10,100 

Your Social Security number (only the last four digits are shown to help prevent identity theft) 



Retirement income example 
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Step 3: Retirement Cash Flow 



Scenario : What If Scenario 1 using Average Returns 

This graph shows the income sources and earnings available in each year from retirement through the End of the Plan. 



S420,000- 
S336,000- 
S252,000- 
S1 68,000- 
S84,000- 



so- 



BBBBBE 



T 

2021 2024 2027 2030 2033 2036 2039 2042 

Years (starting at retirement) 



U 25% decrease 




2045 



2048 



2051 



Survivor benefi 
50% 



■ 



I Investment Earnings 



] FSPS Pension Income 



I Social Security - Jason 



] Social Security - Karen 



Notes 

• Sources of Income can include Retirement Income, Strategy Income, Stock Options, Restricted 
Stock, Other Assets, proceeds from Insurance Policies, and any remaining asset value after 72(t) 
distributions have been completed. 

• Investment Earnings are calculated on all assets after any withdrawals for funding goals, taxes 
on withdrawals, and tax penalties, if applicable, are subtracted. 

• All Retirement Income, Immediate Annuity Strategy Income, 72(t) Strategy Income, the 
remaining asset value after 72(t) distributions, Strategy income from Variable Annuities with a 
guaranteed minimum withdrawal benefit (GMWB), and Investment Earnings are pre-tax, future 
values. 



• NUA Strategy Income, Stock Options, Restricted Stock, Other Assets, and proceeds from 
Insurance Policies are after-tax future values. 

• When married, if either Social Security Program Estimate or Use This Amount and Evaluate 
Annually is selected for a participant, the program will default to the greater of the selected 
benefit or the age adjusted spousal benefit based on the other participant's benefit. 



Retirement income example 
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Worksheet Detail - Retirement Distribution Cash Flow Chart 



Scenario : What If Scenario 1 using Average Returns 



Year 

Age (Jason / Karen) 




2021 
65/62 


2022 
66/63 


2023 
67/64 


2024 
68/65 


2025 
69/66 


2026 
70/67 


2027 
71/68 


2028 
72/69 


Retirement and Strategy Income 


Assign To 


















FSPS Pension Income 


Fund All Goals 


73,000 


74,825 


76,696 


78,613 


80,578 


82,593 


84,658 


86,774 


Social Security - Jason 


Fund All Goals 


0 


40,045 


41,446 


42,897 


44,398 


45,952 


47,561 


49,225 


Social Security - Karen 


Fund All Goals 


0 


0 


0 


0 


22,199 


22,976 


23,780 


24,613 


Total Retirement and Strategy 
Income 




73,000 


114,870 


118,142 


121,510 


147,176 


151,521 


155,999 


160,612 


Investment Earnings 




87,099 


89,037 


90,062 


90,976 


93,220 


95,431 


97,599 


99,714 


Total Income and Earnings 




160,099 


203,907 


208,204 


212,486 


240,396 


246,952 


253,598 


260,326 


Cash Used To Fund Goals 


Estimated % 
Funded 


















Retirement - Living Expense 


100% 


152,674 


158,017 


163,548 


169,272 


175,196 


181,328 


187,675 


194,243 


Total Goal Funding 




(152,674) 


(158,017) 


(163,548) 


(169,272) 


(175,196) 


(181,328) 


(187,675) 


(194,243) 


Total Taxes and Tax Penalty 




(11,092) 


(13,684) 


(27,616) 


(28,018) 


(27,889) 


(28,865) 


(29,876) 


(30,921) 


Cash Surplus/Deficit (Net Change 
in Portfolio) 




(3,666) 


32,206 


17,040 


15,195 


37,310 


36,759 


36,048 


35,162 


Portfolio Value 


Future Dollars 


Beginning Value 




1,451,695 


1,448,029 


1,480,234 


1,497,274 


1,512,470 


1,549,780 


1,586,539 


1,622,586 


Cash Surplus/Deficit 




(3,666) 


32,206 


17,040 


15,195 


37,310 


36,759 


36,048 


35,162 


Investment Asset Additions 




0 


0 


0 


0 


0 


0 


0 


0 


Ending Value 




1,448,029 


1,480,234 


1,497,274 


1,512,470 


1,549,780 


1,586,539 


1,622,586 


1,657,748 


Current Dollars 


Ending Value 




1,099,650 


1,086,094 


1,061,446 


1,035,960 


1,025,618 


1,014,439 


1,002,404 


989,494 


Cash Surplus/Deficit 




(2,784) 


23,630 


12,080 


10,408 


24,691 


23,504 


22,270 


20,988 


Taxes 


Total Taxes 




11,092 


13,684 


27,616 


28,018 


27,889 


28,865 


29,876 


30,921 


Tax Penalty 




0 


0 


0 


0 


0 


0 


0 


0 


See Important Disclosure Information section in this Report for explanations of assumptions, limitations, methodologies, and a glossary. 



Prepared for : Jason and Karen Baker 
04/21/2014 
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Retirement Portfolio Value Graph 
How Long Will Your Money Last? 



Scenario : What If Scenario 1 using Average Returns 

These pages provide a picture of how your Investment Portfolio may hypothetical^ perform over the life of this Plan. The graph shows the 
effect on the value of your Investment Portfolio for each year. The chart shows the detailed activities that increase and decrease your 
Investment Portfolio value each year including the funds needed to pay for each of your Goals. Shortfalls that occur in a particular year are 
denoted with an 'X' under the Goal column. 

Total Portfolio Value Graph 

S2,3O0,OO0-i 



S 1,840,000- 




2015 2020 2025 2030 2035 2040 
Tax Categories and Ending Values 



2045 



2050 



M Qualified Assets - $1,035,999 




Taxable Assets - SO 


I I Roth Assets - SO 


• 


Jason & Karen Retire - 2021 


Tax- Deferred Assets - SO 


• 


Jason's Plan Ends - 2046 


Tax-Free Assets - SO 


• 


Karen's Plan Ends - 2051 



Retirement income example 
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Will This Plan Succeed? 

Monte Carlo Simulation vs. Average Returns 



520,000,000 - 
S1 6,000,000- 

■ 

To S1 2,000,000- 

> 

o 

S8, 000, 000- 

5 

o 

S S4, 000, 000- 

to- 




2015 



End of Plan Value 

S1 6,389,7 12 



S51 8,303 



Ran Out of Money 



2020 



2025 



2030 



I 

2035 



2040 



2045 



2050 



All Trials 
Average Return 



■ Bad Timing 
Jason & Karen Retire - 2021 



Jason's Plan Ends - 2046 • Karen's Plan Ends - 2051 



Success With Average Return = 100% 
But, Probability of Success = 48% ??? 



Final Result 

Simulation Equivalent to 
10,000 Trials 



/r, 



Probability of Success: 48% 
Below Confidence Zone 

(70% - 90%) 



\ 



Average Return 



100% 



Bad Timing 



98% 



Probability of Success: 48% 
Below Confidence Zone 



The table below is a numerical representation of the above Sample of 1 00 trials. It is 
provided for informational purposes to illustrate the general range of results you might 
expect. However, neither the graph nor the table reflects the Final Result, which is your 
Probability of Success as shown by the meter to the right. 



Best 
25th 
50th 
75th 
Worst 



$2,163,336 
$2,032,782 
$1,454,438 
$1,264,601 
$789,065 



$4,465,414 
$1,917,011 
$1,741,147 
$1,153,351 
$575,162 



$5,535,071 
$2,555,202 
$1,974,847 
$1,283,184 
$408,925 



In the Sample of 100 Trials table, the trials are ranked from best to worst (from 1 to 100) 
based on the End of Plan value. For each trial listed (1st, 25th, 50th, 75th and 100th), the 
corresponding portfolio values for that trial will be illustrated in the years of the trial that 
are indicated. 



$7,578,866 
$3,032,612 
$2,141,117 
$1,259,960 
$87,432 



$10,115,067 
$3,335,850 
$2,162,619 
$1,209,309 
$0 



Year Money Goes to 3 



$16,389,712 
$2,957,696 
$1,436,392 
$0 
$0 



2050 
2035 



Retirement income example 
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Financial Planning For The Foreign Affairs Community 

THRIFT SAVINGS ACCOUNT - TSP 
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Managing Your TSP 



"Management" of TSP includes 

- Fund selection 

• Need investment strategy 

- Deferral (contribution) amount 

• Should be maximum allowed -> $17,500 + $5,500 

- Annual rebalancing 

Thrift Savings Plan (TSP) basics 

- www.tsp.gov 

- Government sponsored 401(k) Plan 

- 1% automatic contribution + 4% matching 

- F Fund -Bonds 

- G Fund - similar to cash, only better 

- C Fund - large US company stocks (S&P 500) 

- S Fund - small company stocks (US companies not in S&P 500) 

- I Fund - international stocks (EAFE index) 

- Life Cycle Funds - 'Target Date" funds 

Crucial TSP decisions 

- Deferral amount 

- Investment strategy 

- Withdrawal strategy 
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TSP Lifecycle Funds L 2020 



Allocation in 2005 



190/0 27% 



12% 




34% 



-G Fund 
F Fund 
C Fund 
S Fund 
I Fund 




Fund Allocation Becomes More 
Conservative as Time Goes By 
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TSP 

How Large Can Your TSP Account Become? 

• Example: Join FS at age 35 and retire at 65 

- 30 years of service 

- Maximize contributions for entire career 

- Receive about 7% annual return 

- Balance at age 65 = $2,250,000 
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TSP Growth Example 

• FSO age 50, $100,000 salary 

• $350,000 TSP balance 

• $17,500 + $5,500 + $5000 = $28,000 

• + $25,000 -> 7% growth on $350,000 

• = $53,000 increase in one year. 

• $350,000 -> 403,000 -> 456,000 snowball 

Carrington Financial Planning, LLC 
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RIFT SAVINGS PLAN BENEFITS 



SP CONTRIBUTIONS AND FUND BALANCES 





For Pay Period Ending 


TSP Fund 


Your 
Contributions 


Agency 
Contributions 


Total 
Contributions 


G Fund 


$19.12 


$19.12 


$38.24 


F Fund 


$20.86 


$20.86 


$41.72 


C Fund 


$67.79 


$67.79 


$lob.by 


S Fund 


$27.81 


$27.81 


$55.63 


1 Fund 


$38.24 


$38.24 


$76.49 


L2050 


$0.00 


$0.00 


$0.00 


L2040 


$0.00 


$0.00 


$0.00 


L2030 


$0.00 


$0.00 


$0.00 


L2020 


$0.00 


$0.00 


$0.00 


L Income 


$0.00 


$0.00 


$0.00 


Total 


$173.83 


$173.83 


$347.66 



As of 



Fund Balance 

$735.59 
$15,342.94 
$134,281.87 
$17,400.54 
$15,137.34 



$0.00 



$0.00 
$0.00 
$0.00 
$0.00 
$182,898.28 



PROJECTED TSP ACCOUNT BALANCE AND ANNUITY 



Age 


Projected Account Balance 


Monthly TSP Annuity 


50 


$350,199.00 


$1,169.00 


53 


$423,573.00 


$1,467.00 


56 


$506,286.00 


$1,945.00 



TSP Contributions And Fund Balances 

The allocation of your contributions and your agency's contributions among the various TSP funds is based on information you 
entered in your EBIS "My Profile." The contribution amounts are for the Pay Period date shown. 



Your TSP account Fund Balances are based on information you entered in your EBIS "My Profile" as of the date shown. Your TSP 
account balances are provided in your semi-annual TSP Participant Statement. You may obtain your current balance by calling the 
TSP ThriftLine at 1-877-968-3778, or 404-233-4400 if calling internationally, or on the internet at www.tsp.gov 

Projected TSP Account Balance And Annuity 
The Ages shown correspond to the ages used for your Voluntary/Optional Retirement benefits estimates. Your Total TSP Account 
Balance and Your Contributions, as shown above, were used to compute a Projected Account Balance to each Age shown. The 
Projected Account Balance assumes Your Contributions and your Agency's Contributions each pay period remain unchanged and 
that you make no withdrawals from your TSP account. The Monthly TSP Annuity is an estimate of the single-life TSP monthly an- 
nuity that could be purchased with the projected account balance. An average annual investment growth rate of 4% was assumed 
for each projection shown. The interest rate index used in the Monthly TSP Annuity calculations is 1.7 %. The actual interest rate 
index will depend on rate available at time of annuity purchase. 
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Roth TSPand Roth IRA 



Yes, you can have a Roth IRA if you contribute to the Roth TSP 
Roth TSP 

- Your deferrals can go into the regular TSP or Roth TSP (or both) 

- All USG contributions (matching) go into the regular TSP 

- Roth TSP is usually a good option 

- Will lower your take home pay 

• See paycheck calculator on the TSP website 

- All money comes out tax free after retirement 

- Not a "true" Roth because Roth TSP has RMD at age 70.5 
Roth IRA 

- All money comes out tax free after age 59.5 

- No RMD at age 70.5 

- Employees and spouses can have a Roth IRA 

- Income limitations 

• However, these can be avoided by using a "backdoor" Roth 
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Accumulation vs. Distribution 




Financial Planning For The Foreign Affairs Community 

INVESTING 
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Investing vs. Speculating (^g ) 

"Americans have been given the tools they need to engineer their own financial ruin" 

• When buying an asset: 

- Investing : Expected return is based on a reasonable understanding of 
asset, and market conditions. Asset purchase is part of a plan or 
strategy. Why buy it? When to buy? When to sell? What do you 
expect as a return? 

- Speculating : Expected return is based on a hunch or on hope. Buy 
now! Hold until something tells me it won't go any higher. Sell if it 
loses value. 

• Speculating involves emotions, investing does not. 

- TSP speculators flee to the safety of the G Fund when they get scared: 
"Market Timing" 

- Then, jump into the C, S, I, when they feel safe: "Chasing Returns" 
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Investment Planning Process 



Why? What? Where? How? When? 



Asset allocation 



risk management 

(tolerance & 
capacity) 

growth rate 




TSP, IRAs, 529 
Taxable 
Brokerage 
Home, property 
Tax exempt 



Roth IRA 
Muni bonds 



payroll deduction 



annual, monthly, 
bi-weekly 



lump sum 
direct deposit 
Home 



down payment 
mortgage 



When to start? 

How often to 
contribute? 
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Need money to 
meet a goal that 
cannot be met by 
simply saving 



Growth needed 
(required return) 



Stocks 
Bonds 
Cash 
Real estate 



Where Should You Save and Invest? 



TSP 

- Maximize TSP contributions unless it is not possible 

• In that case, at least 5% of salary to get employer match 

• ERISA protection 

Roth IRA 

- Stocks or bonds (but, not tax-free bonds) since all money comes out tax free 
Traditional and Deductible IRAs 

- Withdrawals taxed as ordinary income 

• Use for income producing assets: bonds, dividend stocks 

Taxable accounts 

- Use for capital gains producing assets like stocks or equity mutual 
funds (index funds) 
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Investment Accounts 



Brokerage 



Stock and Bond Portfolio 



Taxable Accounts 



Savings and CDs 



Checking 



Regular TSP 



TSP - 401(k) 



Tax Sheltered Accounts 



Roth TSP 



$17,500 +$5,500 + matching 



Traditional IRA 



IRA 



Deductable IRA 



$5,500 +$1000 



Roth IRA "Backdoor" Roth IRA 



403b 



Health Savings Account (HSA) 



$3,300/$6,550 +$1000 



Variable Annuity 



529 Savings Plans 
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Investment Time Horizon 



Old Normal at 65 




G Fund 
- F Fund 
C Fund 
S Fund 



At 65 life expectancy was about 12-15 years 

TSP could be mostly cash still be expected 
to last through retirement 



New Normal at 65 

5% 




20% 



20% 



30% 
25% 



G Fund 
F Fund 
C Fund 
S Fund 
I Fund 



At 65 life expectancy is now about 20-30 
years 

If TSP is all cash, it will not likely last through 
retirement 
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Diversification is Key 



Comprehensive, global asset allocation can 
neutralize the risks specific to individual 
securities. 



Portfolio Structure Explains Performance 



The asset classes that comprise a portfolio and the 
risk levels of those asset classes are responsible for 
most of the variability of portfolio returns. 



Investing Principles 



Markets Work 



Capital markets do a good job of fairly pricing all 
available information and investor expectations 
about publicly traded securities. 



Risk and Return Are Related 



The compensation for taking on increased levels of 
risk is the potential to earn greater returns. 
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Risk /Return Trade-Off 

Degree of Volatility (Risk) 



Higher 15 o /o1 
Return 



12%) 

Annual 
Return 8% 



2%* 



Lower 
Return 



S Fund 



C Fund 



Large Company Stocks 



Small Company Stocks 

I Fund 



F Fund 



G Fund 



Cash 



I n te r m ed i ate -Te rm 
Government Bonds 



Lower 
Risk 



Risk: 
Degree of Volatility 



Higher 
Risk 



Note: This Diagram for Conceptual Purposes Only 
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What One Factor Most Influences Your 

Return? 




□ Asset Allocation 
(91%) 

■ Specific Bond & 
Stock Selection (6%) 

□ Market Timing (2%) 

□ Other (1%) 
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The Value of Diversification 



Annual Returns for Key Indices (1993-2012) Ranked in Order of Performance 




C Fund 

Emerging Markets Volatility vs. Risk 

Volatility = Rising and falling value 
Risk = Need to sell while value is 
down 
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Asset Classes 



1 Real Estate 




Residential 




Commercial 




Others 





[ Collectables 


1 J 


Art 




Jewelry 




Others 





\ Commodities 




Gold 




Silver 




Others 






Stocks (Equity) 



Individual Stocks, Mutual Funds, ETFs 



Large US Companies 



Small US Companies 



Large International Companies 



Small Cap Value 



Large Cap Value 



Medium US Companies 



Emerging Markets 



REIT (Real Estate) Funds 



Bonds (Fixed Income) 



Individual Bonds, Mutual Funds, ETFs 



Short Term US Bonds 



Medium Term US Bonds 



Long Term US Bonds 



International Bonds 



Corporate Bonds 



TSP 



High Yield (Junk Bonds) 



Tax Free Municipal Bonds (Munis) 



General Obligation 
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Overall Investment Strategy 



Traditional laxable The Overall Portfolio 




$75,000 
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Warren E. Buffett 

Chairman and CEO, Berkshire Hathaway, Inc. 



"Most investors, both institutional and individual, will 
find that the best way to own common stocks is through 
an index fund that charges minimal fees." 



Berkshire Hathaway Inc., 1996 Annual Report, chairman's letter, inwww.berkshirehathaway.com. 



Mutual Funds 



• Load funds 

- Class A, B, & C 

- Sales charge is paid by investor 

- Not better funds 

• They just co$t more 

• No load mutual funds 

- No sales charge 

- Just as good as load funds 
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No Load Mutual Fund Fees 



Sales charge (load) None 

Purchase fee None 

Redemption fee None 

12b-l fee None 
Management expenses 0.20% 

Other expenses 0.12% 

Total expenses 0.32% 



What is the TSP's expense ratio? 

2012: 0.027% 

(27 cents per $1,000 per year) 
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Reversion to the Mean 

• The stock market over the historical long-term 
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Performance of the S&P 500 Index 




Total Period Missed 1 Best Missed 5 Best Single Missed 15 Best Single Missed 25 Best Single One-Month 

Day Days Days Days US T-Bills 



Annualized 

Compound Return 9.94% 9.66% 8.84% 7.47% 6.33% 5.30% 



Performance data for January 1970-August 2008 provided by CRSP; performance data for September 2008-December 2012 provided by Bloomberg. 

The S&P data are provided by Standard & Poor's Index Services Group. US bonds and bills data © Stocks, Bonds, Bills, and Inflation Yearbook™, Ibbotson Associates, Chicago (annually updated work by Roger G. Ibbotson and Rex A. 
Sinquefield). 

Indexes are not available for direct investment. Their performance does not reflect the expenses associated with the management of an actual portfolio. Dimensional Fund Advisors is an investment advisor registered with the Securities 
and Exchange Commission. Information contained herein is compiled from sources believed to be reliable and current, but accuracy should be placed in the context of underlying assumptions. This publication is distributed for 
educational purposes and should not be considered investment advice or an offer of any security for sale. Past performance is not a guarantee of future results. Unauthorized copying, reproducing, duplicating, or transmitting of this 
material is prohibited. 
Date of first use: June 1,2006. 



S&P 500 Index 



1800 -. 
1600 - 
1400 - 
1200 
1000 

800 

600 

400 - 

200 - 



January 4. 1960 Through August 24. 2012 

8 of the top 25 days* occurred between 
September 2008 and February 2009, during 
which time the S&P dropped 41.8% 

112 www.FedPrimeRate.com 



l uuy nuin ■ 




5 of the Top 10 days* occurred between 
October 2008 and November 2008, during 
which time, the S&P 500 dropped 22.8%. 



•January 1, 1970-December 31, 2012 



All years are August to August 



~ i — i — i — i — i — i — i — i — i — i — i — i — i — i — i — i — i — i — i — i — i — i — i — i — i — i — i — i — i — i — i — i — i — i — i — i — i — i — i — i — i — i — i — i — i — i — i — i — i — i — i — i — i 

^(D(D(D(D(D(D(D(D(D(DSSSSSSSSSNCO0OCO(X)0O0O0O0OCDCOCDGDCDC0O)Q 



i i i i 



i i i 



i i i i 
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The Market' s Response to Crisis 

Performance of a Normal Balanced Strategy: 60% Stocks, 40% Bonds 




Cumulative Total Return: 
After One Year 
After Three Years 
After Five Years 



8% 



October 1987: 

Stock Market Crash 



August 1989: 

US Savings and 
Loan Crisis 



September 1998: 

Asian Contagion 

Russian Crisis 
Long-Term Capital 
Management Collapse 



-5% 
March 2000: 

Dot-Corn Crash 



September 2001: 

Terrorist Attack 



September 2008: 

Bankruptcy of 
Lehman Brothers 



Balanced Strategy: 7.5% each S&P 500 Index, CRSP 6-10 Index, US Small Value Index, US Large Value Index; 15% each International Value Index, International Small Index; 
40% BofA Merrill Lynch One-Year US Treasury Note Index. 

The S&P data are provided by Standard & Poor' s Index Services Group. The Merrill Lynch Indices are used with permission; copyright 2010 Merrill Lynch, Pierce, Fenner & Smith 
Incorporated; all rights reserved. CRSP data provided by the Center for Research in Security Prices, University of Chicago. US Small Value Index and US Large Value Index 
provided by Fama/French. International Value Index provided by Fama/French. International Small Cap Index compiled by Dimensional from StyleResearch securities data; 
includes securities of MSCI EAFE countries in the bottom 10% of market capitalization, excluding the bottom 1%; market-cap weighted; each country capped at 50%; rebalanced 
semiannually. Indexes are not available for direct investment. Their performance does not reflect the expenses associated with the management of an actual portfolio. Past 
performance is not a guarantee of future results. Not to be construed as investment advice. Returns of model portfolios are based on back-tested model allocation mixes designed 
with the benefit of hindsight and do not represent actual investment performance. 



Bull and Bear Markets 
S&P 500 Index (USD) 
Monthly Returns: January 1926-December 2011 



Average Duration 



Bull Market: 
Bear Market: 

Average Return 

Bull Market: 
Bear Market: 



32 Months 
11 Months 



119% 
-27% 



Months = Duration of Bull/Bear Market 
% = Total Return for the Bull/Bear Market 



44 mos. 2 mos - 

193% 92% 
6 mos. 

100% 

3 mos. 23 mos. 
26% 133% 

4 mos. t 9 mos. 
12%, / 61% 

J 5 mos. 




UK 



V ~ 30/o 13 mos. -16% 
A 2 mos. _ no/ _ _ . 




34 mos. " 19/o 
-83% 6 mos. 
-21% 
4 mos. 
-10% 



50% 31 mos. 
-30% 



61 mos. 

282% 



48 mos. 
105% 43 mos. 

90% 



9 mos. 33 mos . 
30 mos. 55% 



t auvo 30 mos. 55% 86 o/ 0 

/ / 26 mos. 76% 15 mos. I 

R mn<= 8 mOS. \ 



7 mos. 
-10% 
5 mos. 
-15% 



-16% 19 mos. 
-29% 



21 mos. 
-43% 



3 . m °f-14mos. 20 mos. 
-14% -17% 




5 mos. 
3 mos. _ 15 o /o 
-30% 



1925 



1930 



1935 



1940 



1945 



1950 



1955 



1960 



1965 



1970 



1975 



1980 



1985 



1990 



1995 



2000 



2005 



2010 



Indices are not available for direct investment; its performance does not reflect the expenses associated with the management of an actual portfolio. Past performance is no guarantee of 
future results. The S&P data are provided by Standard & Poor' s Index Services Group. Bull and bear markets are defined in hindsight using cumulative monthly returns. A bear market (1) 
begins with a negative monthly return, (2) must achieve a cumulative return less than or equal to -10%, and (3) ends at the most negative cumulative return prior to achieving a positive 
cumulative return. All data points which are not considered part of a bear marke" a r e desigrreEtadiai £ IfewNhm&kletC 66 



Growth of Different Accounts 




WC4IC4I y 


$50 000 


$50 000 


$50 000 


$50 000 


Pre-tax $ 


$2 667 


$2,667 


$2,667 


$2,667 


Tax at 25% 


$667 


$667 






After-tax $ 


$2,000 


$2,000 






Employee contribution 


$2,000 


$2,000 


$2,667 


$2,667 


Employer 5% match 


n/a 


n/a 


n/a 


$2,500 


Total contribution 


$2,000 


$2,000 


$2,667 


$5,167 


% of salary contributed 


4.00% 


4.00% 


5.33% 


10.33% 


Outcome 


$178,227 


What Happens? 
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Growth of Different Accounts 



Account Balance in 30 Years 



$178,227 



$356,819 



$267,580 



$691,294 



Effect of 
matching 



Taxable Account 



Roth IRA Using After-Tax 
Contributions 



Traditional IRA Using Pre-Tax 
Contributions 



Thrift Savings Plan 
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Growth of Different Accounts 



Available After-Tax in 30 Years 



$600,000 
$500,000 
$400,000 
$300,000 
$200,000 
$100,000 
$0 



$178,227 



Taxable Account 



$267,580 



$267,614 



Roth IRA Using After-Tax Traditional IRA Using Pre- 
Contributions Tax Contributions 



$518,471 



Effect of 
matching 



Thrift Savings Plan 



Roth IRA 

• Can Withdraw Deposits with No Penalty 

• Not Required to Start Withdrawing at 
Age 70 Vi 

• All Earnings Are Tax-Free 



RMDs at age 70.5 
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Successful Investing Is Easier 
Than It Seems 



Common Traps That Do Not Work 
For Most Investors 




Timing the Market 



Moving to the G Fund When the Markets 




Decline 




Moving to Stock Funds When the 




Markets Rally 




Stock Picking 



Lacking a Weil-Defined Investment 
Strategy 



Not Knowing What To Do or Not Do 
When the Markets Decline 
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What Works Best For Most 
Investors? 



Long-Term Passive Investing 

Not Buy and Hold: Need to Rebalance 
Investing in TSP Lifecycle Funds 

If You Do Not Want to Rebalance 

Investing in Low Cost, No-Load Mutual 
Funds 

For IRAs and Taxable Accounts 

Staying Invested No Matter What the 
Market Does 



Understand Your Strategy and Stick 
With It 



Equation for Investing Success 
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Financial Planning For The Foreign Affairs Community 

INSURANCE: 

RISK MANAGEMENT 
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INSURANCE BENEFITS 



HEALTH INSURANCE BENEFIT! 



Federal Employees Health Benefits (FEHB) 



Plan Name 


GEHA Benefit Plan - Nationwide 


Plan Code 


315 


Type of Enrollment 


Standard Family 


Employee Cost Per Pay Period 


$102.19 



Agency Cost Per Pay Period 
LIFE INSURANCE BENEFITS 



$306.57 



Federal Employees Group Life Insurance (FEGLI) 



Plan Code CO 


Amount Paid If Your Death Is 
Not Accidental 


Amount Paid If Your Death Is 
Accidental 


Basic 


$130,200.00 


$223,200.00 


Option A 


N/A 


N/A 


Option B 


N/A 


N/A 


Total 


$130,200.00 


$223,200.00 


Age Multiplication Factor 


1.4 


Option C 


Amount Paid To You 


Death of Spouse 


N/A 


Death of Dependent Child 


N/A 



Health Insurance Benefits 

As a Federal employee, you are entitled to enroll yourself and any eligible family members in a health plan offered under the 
Federal Employees Health Benefits (FEHB) program, unless your position is excluded from coverage by law or regulation. If you 
meet the requirements, you will be eligible to continue your health insurance into retirement. 

The Plan Name is the current FEHB plan in which you are currently enrolled as of the pay period ending date of this statement. 
The Plan Code is the enrollment code assigned to your plan name and type of enrollment. The Type of Enrollment covers only 
you as Self Only or covers you and your eligible family members as Self and Family. The Employee Cost Per Pay Period is your 
share of the cost of the premium for your FEHB coverage. The Agency Cost Per Pay Period is your agency's share of the cost of 
the premium for your FEHB coverage. 

Life Insurance Benefits 

If you are eligible, you are automatically enrolled in Basic insurance under the Federal Employees' Group Life Insurance (FEGLI) 
program unless you waive this coverage. If you have Basic insurance, you may also elect Optional insurance. There are three 
types of Optional insurance: Option A (standard optional insurance), Option B (additional optional insurance), and Option C 
(family optional insurance). If you meet the requirements, you will be eligible to continue your life insurance into retirement. 
Life insurance coverage amounts shown are based on elected FEGLI options and your annual basic pay and biweekly tour-of- 
duty as of the pay period ending date of this statement of benefits. The Age Multiplication Factor is the factor used to 
determine the extra amount of Basic insurance payable at the time of your death if you die before age 45 (also referred to as 
the "extra benefit"). If you are under age 45 as of the pay period ending date of this statement, the Basic insurance amount 
shown includes the "extra benefit." 
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Life Insurance 
How Much Coverage Do You Need? 

• Carry enough insurance to: 

- Pay off all debts (mortgage, student loans) 

- Fund all goals (education, future home for family) 

- Financial support for survivors 

• FEGLI vs. third party term life 

- 10, 20, 30 year Level Term insurance 

• Don't get caught in the annual renewal premium "trap" 

• New limitations on coverage for FS employees 
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S r disability & deat fits FSPS Disability Protection 

^^^^^^^^^H An Area of Vulnerability 



DISABILITY RETIREMENT BENEFITS 




Monthly Annuity 


FSRDS 


N/A 


FSPS — During First Year of Disability 


$5,710.00 


FSPS— After First Year of Disability 


$3,806.00 ■ 



DEATH-IN-SERVICE BENEFITS 



Monthly Survivor Annuity 


Surviving Spouse 


$650.00 


Dependent Child 
(With Surviving 
Parent) 


The lesser of 
$494.00 

-or- 
$1,484.00 

Divided by the number of eligible sur- 
viving children 


Dependent Child 
(Without Surviv- 
ing Parent) 


The lesser of 
$593.00 

-or- 
$1,781.00 

Divided by the number of eligible sur- 
viving children 



FSPS Lump-Sum Death Benefits 

Basic Death Benefit 

$31,316.46 

Plus 
The greater of: 
1/2 of your final annual salary 
-or- 

1/2 of your high-3 average salary 



40% of High 3 Years Basic Salary 
(If not eligible for 50/20 annuity) 
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Long-Term Care vs. Disability 



• Long-term care insurance vs. disability insurance 

- LTCi = nursing care 

- Disability insurance = income replacement 

• LTCi 

- When should I buy LTCi? 

- LTCi becoming more expensive for women 

• Disability coverage 

- Do I have enough coverage? 

- More hazards overseas due to lower safety standards 

- Little chance for litigation overseas 
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Personal Liability 
A Financial Blind Spot 

• Personal liability insurance 

- Protect your wealth in a litigious society 

- Inexpensive: $14/mo. for $lmillion of coverage 

• Professional liability insurance 

- Increasingly popular for FSOs 

• Foreign and domestic assignments 
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HSA vs. FSA 



• Health Savings Account (HSA) 

- Requires high deductible health plan (HDHP) 

- "Consumer-driven health care" 

- Funds carry over year-to-year 

- Tax deferred savings vehicle 

• Flexible Spending Account (FSA) 

- Use it or lose it each year 
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Spouse & Partner Issues 



• Spouse or partner should maintain their own 
financial identity 

- Keep checking/savings account and one credit card in 
spouse's name only 

• This will allow the spouse to establish/maintain a credit 
rating. May be needed if widowed or divorced 

- Spouses should try to build their own social security 
work records 

• If you cannot work, be aware of the impact on your Social 
Security benefits 

• Even if a spouse never works, she/he will be eligible for 50% 
of employee's Social Security benefit, if married 10 years 
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Survivor Benefits 

Spouse not well protected by FSPS survivor annuity 

- Only 50% of pension 

- May need substantial TSP account to meet needs 
SS #1 + SS #2 + 100% FSPS + TSP 

SS #1 + 50% FSPS + TSP 



Carry enough life insurance! 



DEATH-IN-SERVICE BENEFITS 


Monthly Survivor Annuity 




Surviving Spouse 


$650.00 






Dependent Child 
(With Surviving 
Parent) 


The lesser of 
$494.00 

-or- 
$1,484.00 

Divided by the number of eligible sur- 
viving children 


FSPS Lump-Sum Death Benefits 


Basic Death Benefit 

$31,316.46 

Plus 
The greater of: 
1/2 of your final annual salary 
-or- 

1/2 of your high-3 average salary 


Dependent Child 
(Without Surviv- 
ing Parent) 


The lesser of 
$593.00 

-or- 
$1,781.00 

Divided by the number of eligible sur- 
viving children 
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SOCIAL SECURITY 
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Social Security 



Start claiming from age 62 to 70 

Benefit is calculated from highest 35 year average 

Wage base in 2014: $117,000 

- Income above this amount does not increase Social Security benefits 
Maximum Benefit in 2014: $23,778 at 62, $31,704 (FRA), $42,800 at 70 

- 80% of retirees claim at age 62 

Wait until Age 70 and receive 8% more for each year delayed 

- Receive up to 135% of PIA if you wait until age 70 

- Lose up to 30% of benefits by claiming at 62 

- See article "How Delaying Social Security Can Be..." 

Review your Social Security statement online annually 
Be strategic about when you start claiming benefits 

- Social Security claiming is very complicated 

• Don't be lazy and claim early 

• Use a Social Security expert to help decide on claiming strategy 

- Example: www.SocialSecuritvSolutions.com 
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Your Earnings Record 



Your Taxed 
Social Security 



Your Taxed 
Medicare 



Worked 


Earnings 


Earning 


1978 


790 


790 


1979 


1,362 


1,362 


1980 


420 


420 


1981 


0 


0 


1982 


1,431 


1,431 


1983 


11,763 


11,763 


1984 


7,249 


7,249 


1985 


8,940 


8,940 


1986 


7,265 


7,265 


1987 


7,887 


7,887 


1988 


0 


0 


1989 


0 


0 


1990 


0 


0 


1991 


0 


0 


1992 


0 


0 


1993 


0 


0 


1994 


0 


0 


1995 


0 


0 


1996 


0 


0 


1997 


0 


0 


1998 


0 


0 


1999 


11,917 


11,917 


2000 


14,439 


14,439 


2001 


9,233 


9,233 


2002 


10,911 


10,911 


2003 


15,744 


15,744 


2004 


41,853 


41,853 


2005 


27,291 


27,291 


2006 


11,508 


11,508 


2007 


0 


0 


2008 


32,576 


32,576 



Years You 
Worked 



Your Taxed 
Social Security 
Earnings 



Your Taxed 
Medicare 
Earnings 



2009 



67,049 



67,049 



2010 
2011 
2012 
2013 



72,717 
42,601 
0 

Not yet recorded 



72,717 
42,601 
0 

Not yet recorded 



Gap in earnings record 
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Social Security Statement 




earlier, your 
benefit will be 
lower. 



Your Estimated Benefits » 

^Retirement You have earned enough credits to qualify for benefits. At your current earnings rate, if you continue / 
working until... / 

your full retirement age (67 years), your payment would be about $ 2,609 a month 

age 70, your payment would be about $ 3 ,293 a month 

age 62, your payment would be about $ 1,742 a month 

^Disability You have earned enough credits to qualify for benefits. If you became disabled right now 

your payment would be about $ 2,144 a month 

*Family If you get retirement or disability benefits, your spouse and children also may qualify for benefits. 

^Survivors You have earned enough credits for your family to receive survivors benefits. If you die this year, 
certain members of your family may qualify for the following benefits: 

Your child $ 1,703 a month 

Your spouse who is caring for your child $ 1,703 a month 

Your spouse, if benefits start at full retirement age $ 2,271 a month 

Total family benefits cannot be more than $ 3,976 a month 

Your spouse or minor child may be eligible for a special one-time death benefit of $255. 
Medicare You have enough credits to qualify for Medicare at age 65 . Even if you do not retire at age 65 , be 

sure to contact Social Security three months before your 65th birthday to enroll in Medicare. 



* Your estimated benefits are based on current law. Congress has made changes to the law in the past and 
can do so at any time. The law governing benefit amounts may change because, by 2033, the payroll taxes 
collected will be enough to pay only about 77 percent of scheduled benefits. 

We based your benefit estimates on these facts: 

Your date of birth (please verify your name on page 1 and this date of birth) 

Your estimated taxable earnings per year after 2014 $1 10,100 

Your Social Security number (only the last four digits are shown to help prevent identity theft) 



Think about what happens if you retire from the FS in your 50's and do not earn any more Social 
Security wages? 
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Social Security Claiming Strategy 



Social Security Maximization for What If Scenario 1 



Social Security Strategy 


Strategy Used 
in What If 
Scenario 1 


At retirement 


At FRA 


At age 70 


Jason begins at 
age 70 and 
Karen begins 
at FRA 


Jason 
files/suspends, 
Karen 
restricted 


Karen 
files/suspends, 
Jason restricted 
application 












application 


Start age 
Jason 
Karen 


66 
66 


65 
62 


66 
66 


70 
70 


70 
66 


70 
66 


69 
70 


First year benefit in current dollars 
Jason 
Karen 


$30,411 
$15,205 


$27,707 
$10,010 


$30,411 
$15,205 


$39,331 
$15,205 


$39,331 
$0 


$39,331 
$15,205 


$0 
$15,205 


Maximization Based on Cash Received 














Total lifetime benefit in current dollars 


$1,246,832 


$1,119,192 


$1,246,832 


$1,296,299 


$1,341,915 


$1,357,120 


$1,296,299 


Break Even Point 
Jason 
Karen 




N/A 
N/A 


76 
73 


83 
80 


81 
78 


80 
77 


83 
80 


Maximization Based on Overall Plan Result 














Probability of success 


48% 


< 40% 


48% 


45% 


52% 


54% 


45% 



Notes 

• The Program does not include Social Security benefits prior to a recipient's retirement age. The 
Start Age for each Social Security Strategy is the earliest the Program will include a Social Security 
benefit for each recipient. 
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Financial Planning For The Foreign Affairs Community 



HOME OWNERSHIP 

HOUSING AFTER THE FOREIGN SERVICE 
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Home Ownership 
Housing After The Foreign Service 



You will need to live somewhere after the Foreign Service 
Are you a permanent renter or future homeowner? 

Future Homeowner? - Get started now 

- 'Buy and rent out' strategy is a unique opportunity 

- Either buy a real home or set up a 'simulated' mortgage 

- Plan to pay off mortgage before retirement 

• Home equity can be an important part of a retirement plan 

• Home equity is a cheap source for borrowing 

• No mortgage payment decreases monthly expenses (obviously) 

• Committing to a mortgage develops financial maturity 

Common reasons for not buying (all valid): 

- Don't know where to buy a home 

• "We don't know where we want to live after the FS" 

- Don't want to manage a US home while overseas 

- DC area homes are too expensive 

If you are at retirement age and have a mortgage : 

- Consider an HECM (Home Equity Conversion Mortgage) now 

- Fairly new strategy 



By 



Carrington Financial Planning, LLC 



Financial Planning For The Foreign Affairs Community 

EDUCATION FUNDING 
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College Solutions to Consider 



• How to save for college: 

- Open a 529 Savings Plan as soon as child is born (or before in parent's name) 

• "Front load" 529 account for maximum growth 

• Can be used at some international colleges and universities 

- Prepaid college plans 

• Not as popular as before 

• There is a private college prepaid plan 

• In-state public college 

- Be strategic when establishing tax domicile and state residency 

- You might want to maintain your VA or MD state residency 

• Less expensive virtual degrees are becoming competitive 

• Other funding vehicles 

- EE savings bonds: Must be owned by parent 

- UTMA 

- Roth IRA 

• See SavingForCollege.com 
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Estate Planning 

• Wills 

- Correct naming of beneficiaries 

- Update beneficiary designations as needed for: 

• FEGU 

• TSP 

• All other beneficiary forms 

- Couples from community property states need a will for each spouse 

- Revocable trust is often useful in addition to a will 

• Avoids probate and is more powerful than a will 

• Power of attorney (POA) 

- Should be "limited" and not "general" 

- Can Be "durable" or "springing" 

• Living wills & advance health care directive 

• Working with an estate planning attorney is preferable 

• How much should it cost? 

• A "full package" in the DC area should not exceed $4,000 to $5,000 

• Simple wills and estate planning documents can be created at sites like NOLO.com 
and Legalzoom.com 
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Taxes 



• Do I have to pay US income tax if I work overseas? 

- USG employee 

• Yes, but some income may be tax-free. 

- Locally hired US citizen or self-employed 

• Foreign earned income exclusion may apply 

• Will VA, DC, MD come after me for state income tax after I leave the area? 

- Yes, unless you establish domicile elsewhere 

• Not easy or straight forward; seek professional advice 

- Don't be afraid to communicate with your state's taxing authority 

• Tax Domicile 

- You can have multiple state residencies, but only one state domicile. 

• WebTurboTax 

- Convenient 

- Can handle complex taxes 

- Saves records from year to year 

- Free tax professionals on call 

- Inexpensive 

• See AFSA Tax Guide 



Carrington Financial Planning, LLC 



91 



Financial Planning For The Foreign Affairs Community 

GENERAL FINANCIAL PLANNING 
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The Comprehensive Financial Plan 

The Holistic Approach 

Include all aspects of your financial life 

- Financial capital 

- Human capital 

A financial plan will help you clarify: 

- Your financial goals 

- Strategies to achieve the goals 

- Define specific steps to implement the strategies 

A plan is only as good as the decisions that are implemented 

- "The decisions you make and the actions you take" 

Help you address personal issues concerning money 

- Nearly everyone has issues with money 

- Read "Seven Stages of Money Maturity" by George Kinder 

The primary goal is to develop a plan to achieve financial independence 
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The planning process 
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Should You Buy? 



Where to Buy? 



Build a Savings Fund 



Homeownership 



TSP 
IRAs 

Taxable Accounts 



Investments 



529 Plan 



UTMA 



Coverdell 



Education Funding 



Domicile 



Foreign Income 



DIY or CPA? 



Where? 





Buy? 


When? 





Rent? 



Financial Life Components 



Health Care 
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Personal Balance Sheet 



This is your Personal Balance Sheet as of 03/01/2014. Your Net Worth is the difference between what you own (your Assets) and what you 
owe (your Liabilities). To get an accurate Personal Balance Sheet, make certain you have entered all of your Assets and Liabilities. 



Assets 



Description 



Cash 

Taxable and/or Tax-Free Accounts 

Checking Account 
Savings Account 



Joint 
Joint 



Liabilities 



Description 



Liabilities 

Personal Real Estate Loan: 

$5,000 Primary Residence 
$40,000 



Joint 



$500,000 



Investment Assets 
Employer Retirement Plans 

403(b) 
TSP 

Individual Retirement Accounts 

Roth IRA - Account 
Traditional IRA - Account 



Karen 
Jason 

Karen 
Jason 



$50,000 
$500,000 

$30,000 
$35,000 



Other Assets 
Personal Asset 

Primary Residence 
Vehicle 



Joint 
Joint 



$800,000 
$25,000 



Total Assets: 



$1,485,000 Total Liabilities: 
Total Net Worth: 



$500,000 
$985,000 



Retirement income example 
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Net Worth Statement 



This is your Net Worth Summary as of 03/01/2014. Your Net Worth is the difference between what you own (your Assets) and what you 
owe (your Liabilities). To get an accurate Net Worth statement, make certain you have entered all of your Assets and Liabilities. 



S1 ,800,000-, 
S1, 440,000 
S1,080,000 
S720,000 
S360,000- 
S0- 

-S360,000 - 
-S720,000 




□ 



1 1 1 

Assets Liabilities Net Worth 



| Investment Assets 
Other Assets 



$660,000 
$825,000 



Total Assets 
| Total Liabilities 



,1,485,000 
$500,000 



{Description 


Total I 


Investment Assets 


Employer Retirement Plans 


$550,000 


Individual Retirement Accounts 


$65,000 


Taxable and/or Tax-Free Accounts 


$45,000 


Total Investment Assets: 


$660,000 


Other Assets 


Personal Asset 


$825,000 


Total Other Assets: 


$825,000 


Liabilities 


Personal Real Estate Loan: 


$500,000 


Total Liabilities: 


$500,000 


Net Worth: 


$985,000 



| Net Worth 



$985,000 



Retirement income example 
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General Guidance 



Create an Emergency Fund 

- Set aside 3 to 6 months of living expenses 

- Use it for a crisis only 

- Use it and replace it 

- Don't use it for discretionary spending (e.g., vacation) 

Consolidate all accounts to one bank, if possible 

- Opt for e-documents instead of paper statements 

• Decreases the risk of identity theft 

Check your free credit report 

Track your finances with a free online service 

- Yodlee Moneycenter 

• Account aggregation 

- Mint.com 
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Who's Who In The Financial Advisory Industry? 



• Fee-Only Advisors 

- Provide advice only, no financial products 

- Relatively few true Fee-Only advisors 

- All NAPFA-Registered advisors 

• Fee-Based, Commission Based Advisors 

- Income from advice and financial products 

• Annuities, insurance, load mutual funds 

- Potential for conflicts of interest 

- Vast majority of advisors are in this group 

• Fiduciary standard vs. suitability standard 

- Fiduciary: All Fee-only, some fee-based 

• Must place client's interests first 

• Fiduciary oath 

• Transparent fees 

- Suitability standard: All broker/dealers, most other advisors 

• What is a 'suitable' investment? Broad definition under the law 
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Summary 



• Create a financial plan early 

• Take advantage of your financial opportunities 

• Be aware of the common pitfalls 

• Be proactive in your financial life and take 
control of your financial destiny 
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Financial Planning For The Foreign Affairs Community 

RESOURCES 
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Sources for Financial Planning Information 



• National Association of Personal Financial Advisors (NAPFA) 

- All members are fee-only 

• Government Executive 

- Read Tammy Flanagan's column 

- www.govexec.com 

• Financial Industry Regulatory Authority (FINRA) 

- Great source of information on investing, advisors, broker/dealers, 
scam alerts, etc 

- Use "Broker Check" to check background of an advisor or broker/ 
dealer 

- www.finra.org 

• SmartMoney from the Wall Street Journal 

- www.SmartMoney.com 
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Recommended Reading 



• "Your Foreign Service Pension System" 

- Retirement Office - Columbia Plaza 

• "To Avoid the Biggest Investing Mistakes, Stay Strong", Carl Richards, 

NYT March 25, 2013 

• "Seven Stages of Money Maturity", George Kinder 

• "The Investment Answer", Daniel Goldie and Gordan Murray 

• "Against the Gods: The Remarkable Story of Risk", Peter l. Bernstein 

• "How Delaying Social Security Can Be The Best Long-Term 
Investment or Annuity Money Can Buy", Michael Kitces, Nerd's Eye view 

• "The Old Normal is Scary Enough", FA-Mag, April 2014 

• "Borzi: People Are Afraid To Invest To The Point Of 'Paralvzation'", 

FA-Mag, April 3, 2014 

• "Using Home Equity to "Ensure" Retirement Success", coiin cushman 
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